This article explores the global-local interplay by analyzing the changing role of the Chinese state and its evolving cultural policy during its engagement with global Hollywood from 1994 to 2012. It further investigates the impact of the state policy on the formation of a domestic film industry. Drawing on both English-and Chinese-language sources and combining both primary and secondary empirical data, the article examines local strategies and resistance toward global Hollywood, and argues for the Chinese state's adaptive and negotiation capability that serves to reverse the power relationship in international communication. The state employs a strategy of taking advantage of Hollywood resources to build the domestic film industry in order to promote Chinese soft power. Therefore, by weaving both market forces and global capital into the state mechanism, the Chinese state effectively reinforces its authoritarian power.
Introduction

H
ollywood's global presence and its relationship with the Chinese cinematic landscape have drawn serious scholarly attention since 2000. Departing from the traditional approach of aesthetic criticism and textual analysis, research in the exploration of the Hollywood-China relationship has largely employed a political economy approach and the Wendy Su is assistant professor of Media and Cultural Studies at the University of California Riverside. Email: wendysu@ucr.edu __________________ China accounted for 8 percent of gross global ticket sales. 6 China is also the only national film market in the world with an annual box office growth of more than 30 percent between 2000 and 2010. 7 The opposing view believes that China is merely a low-end film production factory for global Hollywood. This view is supported by the resurgence of Hollywood blockbusters in the Chinese film market between 2010 and 2011 after a few years of parity with domestic movies: between January 4 and the end of March 2010, Avatar garnered gross box office receipts of 1.32 billion yuan (US$194 million) in China, making China the film's top overseas box office earner and enabling 20th Century Fox to net $34 million in China. 8 In 2011, with 17 Hollywood imports each earning more than 100 million yuan (US$15.6 million) in the Chinese domestic market, China replaced Japan as Hollywood's Number One overseas box office revenue contributor.
9 Furthermore, as a direct consequence of the 2012 lifting of the quota on imports, only 231, or 31 percent of the 745 domestically produced films actually made it into cinemas, enabling Hollywood imports to dominate China's domestic film market once again. 10 As such, a few questions naturally arise: Who wins in this global-local battle? What is the role of the Chinese state and its cultural policy in confronting an omnipresent global Hollywood while maintaining the growth of its domestic film industry? And how has this global-local interplay impacted and continued to shape the Chinese film industry?
The article highlights local strategies and resistance toward global Hollywood and argues for local agency and the capability for negotiation, which is crucial for the understanding of the reversal of the power relationship in international communication. In comparison to other studies dealing with the Hollywood-China relationship, this article is distinguished by an insider's view that draws on both English-and Chinese-language sources, including government documents, media reports, industrial data and personal interviews. It thus combines the most recent primary and secondary __________________ empirical information. Furthermore, it brings back the crucial role of the Chinese state, recounting state policies and strategies rather than speculative stories. Finally it investigates the influence of Hollywood on China's domestic film industrial structure, emphasizing distribution and exhibition, but also touching on production. I argue not only that the Chinese state is a key player in global communication, but also that it reinforces its authoritarian power by weaving both market forces and global capital into the state mechanism. The state employs a strategy that takes advantage of Hollywood resources to build the domestic film industry in order to promote Chinese soft power. However, this strategy faces the continuous challenge posed by Hollywood, which requires a constant adjustment of the state's role and the continuous revision of its cultural policies.
Theoretically, China's evolving relationship with global Hollywood foregrounds the issue of how to conceptualize the role of the state in the era of globalization, and the relationship among global capital, the state and local agency. I start with a theoretical exploration of the state role and state-capital relationship. I then examine the changing cultural policies of the Chinese state toward Hollywood from 1994 to 2012, followed by an analysis of the birth and materialization of mainland China's film industry as a direct product of these policies. Finally, I discuss the implications of the changing state role and the emergence of the Chinese film industry for global-local interplay.
The Changing Chinese State in the Era of Globalization
The issue of the changing nature of the nation-state is central to globalization theories. As media scholar Silvio Waisbord and Nancy Morris have succinctly summarized, essentially two positions emerge regarding the relationship between nation-states and media globalization: one that views media globalization as a beneficial force for democracy, with the potential to "bypass government control," and one that equates media globalization with the untrammeled power of capitalism and media conglomerates that hinder state projects for self-determination and self-protection. However, media globalization theory, especially in English, has not sufficiently addressed the possibility of a third position, in which the state and media globalization are not two opposite ends of the spectrum, but rather two forces that are both mutually beneficial and competing, like in the case of China. Furthermore, states continue to be "largely absent" from current media and communication studies.
11 A few researchers have defined the state as protectionist or as a "regulator of communication processes that shape hybridity" 12 and see "self- In accordance with the Western liberal perspective mentioned above, one popular view maintains that China's WTO entry and the expansion of foreign media corporations in China will inevitably undermine the Communist Party's authoritarian control and facilitate press freedom. For example, News Corporation chief Rupert Murdoch predicts that international media penetration of China, like his company's spread of satellite television, will undermine authoritarian governments everywhere, although he later admitted the limitation of transnational corporations' capability in checking the Chinese government's power. On the other hand, media scholar Zhao Yuezhi refutes this "liberal democratization framework," and argues that this framework "underestimates the ability of the Chinese state to negotiate with transnational capital over the terms of entry while maintaining its regime of power in the media."
14 Meanwhile, media scholar Anthony Fung asks the question, "state and global: enemies or partners?" He argues that the government's strategy is "to subsume the market into state control so as to ensure the continued existence of hegemony." He concludes that the PRC's strategy toward global capital has changed "from resistance to collaboration." As a result, "the state and the market transform each other, and ultimately push China to a higher geopolitical stage" and "become [s] In summary, available scholarship has stressed the Chinese state's alliances with capital and the market while maintaining its power. It is not the intention of this article to provide a definitive conceptualization of the current reconfiguration of the Chinese state, market and global capital, as all types of conceptualizations are debatable and contextual. Rather, the purpose of this article is to focus on the complicated interplay process of the state, market and global capital, and the direct consequences of such interplay. What differentiates this article from the positions mentioned above are as follows: first, while acknowledging the two alliances of state-capital and statemarket, the article seeks to further investigate specific ways and conditions under which the two alliances are possible, and under which the two alliances are broken and Chinese state power governs above everything. Put another way, the conflict, competition and a tug-of-war between the state and global Hollywood always exist, as well as the tension between the state and the market. The two alliances are always conditional and sometimes temporary. The Chinese state secures its own policy space as to when, where and how to open up to global capital and market forces, and when, where and how to maintain the domination of the state power through state-owned media groups.
18 Second, this article traces the changing role of the Chinese state and its refining statecraft during the global-local interplay. The global and market forces have pushed the state to transform its role from an ossified omnipresent communist state ruler to one of manager, negotiator and regulator. Third, this article aims to explore the material impact of the changing state policy on the formation of one of China's cultural industries: the film industry. Through the case study of charting the materialization process of the Chinese film industry, the article brings up the material and empirical consequence of state policies, thereby adding another dimension of policy study and avoiding unsubstantiated speculations about the effect of state policies and the outcome of the China-Hollywood encounter.
Since the 1990s, when global capital began to flow into China at an unprecedented speed, the Chinese state has treated global capital as a source of its enrichment and power. The state has also changed its strategy of cultural governance: it has transformed the nature of its cultural sector from an emphasis on public service and ideological control to one of profit-seeking cultural industries that cater to market demands. I argue, therefore, that the Chinese state weaves both global capital and market forces into the state mechanism and subjects these two forces to its maneuvering. Both global capital and the market empower the Chinese state. Through complex interactions with Hollywood, the state alters the course and power relationship of international communication.
China's Changing Policy toward Hollywood, 1994-2012
China's changing Hollywood policy parallels its own pursuit and acceleration of the so-called "socialist market economy," its WTO bid, and its film sector's marketization and industrialization process. The policy is a result of introducing market mechanisms into the cultural arena, symbolizing a shift of the state's role and a change in the function of the cultural arena.
Nationalized in 1953 following the Soviet-style planned economy and state ownership model, the film sector of mainland China was established as a not-for-profit public institution from film production to distribution and exhibition. A total of 16 state-owned film studios produced approximately 120 to 150 feature films per year in accordance with the state's annual plan.
19
After studios completed their production quotas, the China Film Export & Import Corporation (CFEIC), the only film distribution agent franchised by the state, would purchase the films at 110 percent of the production cost and then issue film prints to local distribution companies. With the planned economy, China had a multilayered and redundant film distribution system from 1950 to 1980. Once purchased by CFEIC, a film was distributed through three tiers of distribution companies at the provincial, city and county levels before finally reaching exhibition theatres. Film distribution units nationwide were affiliated with and supervised by local administrations at various levels. Distribution units at various levels were not allowed to distribute films beyond their affiliated administrative districts. Thus, for thirty years China's film distribution network was a vertical management system extending from the central government to local administrations, with many administrative and regional barriers.
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With the intensification of economic reforms in the 1980s, the film industry also underwent a series of institutional restructurings. The film sector was redefined by the state in 1984 to remain a public institution, but one that would employ entrepreneurial management. Film studios now became responsible for their own economic efficiency and received only very limited governmental subsidies. By the end of the 1980s, the shortfall in capital between the rapidly rising production cost and state subsidies for studios had reached 10 million yuan on average. 21 In addition, profits earned from film distribution largely went to multilayered distribution units, with a small share for the studios. Despite many attempts to redistribute print profits and revitalize studios, before 1993 the reform in the film sector was merely a modification within the framework of the planned economy. Not only did the production sector remain untouched under the state control and ideological censorship, the vertical distribution system was also not fundamentally altered, and film markets nationwide remained split and separate.
22 By the end of the 1980s, more than one-third of studios, about __________________ 39 percent out of 2300 distribution companies at county level, and about 32.3 percent out of 3100 urban theatres were debt-ridden. 23 In the first half of 1992 alone, the financial loss of state-owned film studios reached 70 million yuan, and 6000 film-business-related enterprises either closed or transitioned to other businesses. 24 The situation imposed a heavy burden on national finances and posed a severe challenge to the domestic film industry. To follow the goal of establishing the socialist market economy set by the1992 CCP's National Congress, the Ministry of Radio, Film and Television promulgated Document Three in 1993 in order to allow film studios to bypass CFEIC and directly issue film prints to and share profits with local distribution units. However, studios still faced strong regional protection and the shortage of production capital, and they were gradually brought to the brink of bankruptcy.
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Under these circumstances, one feasible solution to the financial bottleneck seemed to lie in devising a new way to make profits from foreign imports. 26 In early 1994, the Film Administrative Bureau under the Ministry of Radio, Film and Television finally approved a plan of adopting a revenuesharing practice to import ten foreign blockbusters annually, a move considered to end "the 40-year-old tradition of buying outdated and low-grade but cheap foreign movies."
27 Hollywood thus returned to China at the linkage of distribution/exhibition, and it was used as a supplementary means to fulfill the state's financial need and reform agenda. The plan developed more out of an attempt to rescue the market than a well-defined ideological and cultural policy.
The imported films did, in fact, stimulate the ailing Chinese film market and played the role of "savior."
28 By the turn of the century, ten imported revenue-sharing American megaproductions had conquered about 70 percent of China's film market, whereas approximately 100 domestically made films only earned 30 percent of market share.
29 Some critics concluded "it was clear that imported films had become essential to the survival of the Chinese film industry. 
__________________
The unprecedented popularity of Hollywood movies in China triggered a longstanding debate on the validity of the government's policy and the possible ramifications of such a policy for the domestic film industry. The Chinese government took a pragmatic stance to justify Hollywood imports based on huge market profits, although the government still stressed the ideological function of domestically made movies to help justify the legitimacy of its rule.
The central principle of the Chinese government's dealing with Hollywood imports is "Yi wo wei zhu, wei wo suo yong." 31 The principle basically asserts that all film imports must serve China's needs and national interests and should be made use of for China's gains and goals. The government originally believed that, with its enormous administrative power and the strictest censorship, it could harness the rampant success of Hollywood movies and use the shared revenue to compensate the domestic film industry. To achieve this goal, the government adopted a strategy of using so-called "Main Melody" (zhuxuanlü) films to compete with Hollywood movies and to minimize the Hollywood influence.
"Main Melody" movies are a cultural product unique to post-socialist China. Initially defined by then-Chinese president Jiang Zemin, the message of "Main Melody" movies is to greatly promote patriotism, socialism and collectivism; to resolutely resist money-worship, hedonism and excessive individualism; and to unshakably oppose capitalism and all corrupt, exploitative trends. 32 The message of "Main Melody" was later extended to all movies that are conducive to "social progress" and "Chinese people's well-being." These movies collectively serve as one of the most important parts of the state ideological apparatus, help convince people of the inevitability and validity of a socialist China, maintain the legitimacy of the ruling party, and eventually contribute to the establishment of an enduring national identity that is in the best interests of the ruling party: socialist and communist, anti-imperialist and anti-capitalist, a party-state that is of the people and for the people.
In order to promote "Main Melody" films and minimize the impact of Hollywood, the government took several specific measures. First, in the area of film production, the government employed a strategy of using earnings from Hollywood imports to subsidize the production of domestic films. At the 1996 Changsha Film Work Conference, it launched the "9550 Project," which required major state-owned film studios to produce 50 finely made "Main Melody" movies during the Ninth Five-Year plan from 1996 to 2000, 
with 10 produced each year. These 50 "significant films" would obtain much more state financial input. The Film Bureau stipulated that for each "significant film," the domestic studio that produced it would be allowed to select one film from among 10 foreign blockbusters to distribute and to retain the resulting profits. 33 Studios that failed to complete the production quota would be criticized and have their eligibility for the distribution of foreign films and for receiving state compensations repealed. Second, the government mandated that all theatres must turn in 5 percent of their annual box office receipts to a film fund specially established for domestic film production. Third, the government exempted the value-added tax for film prints sold by studios.
34 Fourth, the government stipulated that two-thirds of showing times in theatres be reserved for domestic films. On every major holiday, the showing of foreign films must yield to the showing of domestic movies. 35 It is estimated that in the five years from 1996 to 2000, the total supporting funds offered by the state to studios reached more than 600 million yuan, in addition to 500 million yuan out of a total of 1.2 billion yuan of TV advertising revenues.
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By exercising its enormous administrative power, the Chinese government hoped to make use of revenue from Hollywood movies to produce domestic films that toed the Party line. At this point, the state merely opened up the space of exhibition for imports while safeguarding the space of film production for domestic studios. However, the government's strategy during this period did not prove very effective. Except for a few domestic films and well-known director Feng Xiaogang's New-Year Celebration Movies ("He Sui Pian"), most domestically made movies, including the majority of "Main Melody" movies, were unable to attract audiences and compete with Hollywood hits. Furthermore, the overall box-office receipts for domestic films continued to decline: in 1995, the year that foreign megaproductions were introduced en masse, 70 percent of domestic films were not even listed on the screening schedules of most theatres. Domestic film output continued to decrease between 1996 and 2002. In 1997, immediately after the government adopted the new strategy, domestic film production dropped by 33 percent. 37 In 2000, with China's entry to the WTO approaching and the quota to increase to 20 for foreign imported films, some believed that China's indigenous film industry was in "the most critical situation." 
__________________
China's accession to the WTO was formally approved on December 11, 2001. Under the agreement, the Chinese government assented to double the annual quotas for revenue-sharing imports to 20, allow a share of up to 49 percent by foreign investors in operating theatres, and permit foreign investment in video distribution joint ventures.
39 Facing the pressures of the domestic film industry's prolonged financial crisis and the formidable challenge after China formally rejoined the WTO, the government reworked its strategy and promulgated a series of film reform regulations against the larger backdrop of a newly launched reform of cultural industries. This time, Hollywood was not merely allowed into the distribution linkage, but was allowed into the film production linkage.
The reform in film production began on June 6, 2000 with the issue of Document 320 by the State Administration of Radio Film and Television (SARFT) and the Ministry of Culture (MoC). The document clearly stated that the reform must "ensure the socialist nature of the film industry to be untouched" while properly dealing with the relationship between the state control and market demand.
40 Starting in 2003, the SARFT promulgated Document 18, 19, 20, 21 and other regulations, followed by another set of supplementary regulations in 2004 and 2005. The essence of these documents was that foreign and private capital was now permitted to participate in both film production and theatre construction. However, while domestic private investors were encouraged to establish solely-owned studios and theatres and to enter into joint ventures, foreign investors were not permitted to establish solely-owned studios and theatres and to enter into joint ventures with nonstate-owned companies. Foreign investors could only establish joint ventures with state-owned companies or hold shares of no more than 49 percent. Yet, in major cities like Beijing, Shanghai, Guangzhou, Xi'an, Chengdu, Wuhan and Nanjing, foreign shares in theatres were allowed to reach as high as 75 percent and to have a cooperative term of up to 30 years on a trial basis. The same regulations also applied to Hong Kong and Macau investors, with their shares allowed to reach 75 percent. 
Arrangement" (CEPAs). These two CEPAs are considered the first free trade agreements aimed at the elimination of customs tariff barriers between mainland China and its Special Administration Regions/Customs Regions (SARs), 42 which allow Hong Kong-produced films, upon passing the censors, to be distributed in the mainland without the quota limitation. MainlandHong Kong co-productions are treated as domestic films for distribution. Through the CEPAs and related film regulations, the Chinese government granted more rights to "Greater China" investors, while relatively limiting the rights of foreign investors.
The new government policies functioned as a major stimulus to the domestic film industry and drew the attention and interest of both domestic and overseas investors, bringing about an astonishing boom of film production and film market. Production climbed from 2003 to 2012 with a record high output of 745 films in 2012, boasting gross box office revenue of more than 17 billion yuan (approximately US$2.74 billion).
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The most dramatic change that the state policy brought to China's film industry was the inflow of transnational media capital. By 2005, Hollywood's seven major film studios had all established offices in Beijing or Shanghai, awaiting further changes of state policy. Before the 2008 global financial crisis, international funds rushed into China in pursuit of business opportunities. In May 2007, China Film Group and America's IDG jointly established the "IDG China Media Fund," with plans to expand the fund tenfold and invest in the production of 60 to 80 films in the following ten years. In addition, the "A3 International Film Fund" was jointly launched by mainland China's non-state sector and film producers from Hong Kong, Japan, South Korea and the United States; the fund was expected to raise US$100 million, to be invested in 30 Chinese, Japanese and Korean coproductions over the next five years, with 60 percent of the fund invested in China. Furthermore, in October 2007, the Weinstein Company announced it would establish an "Asian Film Fund" of US$285 million, with plans to invest more than 50 percent of the fund in 20 Chinese films over a five-year period.
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While transnational corporations attempted to secure more film market share and maintain a sound footing in China, the Chinese government heavy-handedly controlled the scale and pace of the inflow of transnational capital and the expansion of foreign conglomerates into the domestic film industry. By only allowing state-owned companies, like China Film Group The above account indicates that Hollywood imports have mainly functioned as a remedy to the ailing national film economy. The Chinese state largely serves as a mediator and negotiator with global capital. Yet, through securing its own policy space and mandating the time frame, pace and manner that global Hollywood is allowed to operate in China, the state functions more as a heavy-handed upholder of the Party.
Competitive Cooperation and the WTO Lawsuit between China and Hollywood
The control and battle for the Chinese market has been a central concern for the Chinese government, a major source of frustration for Hollywood studios, and a source of frequent quarrels between the two sides. To maintain its grip on the domestic market, the Chinese state has employed quotas, policy protection and control over shareholding, while Hollywood studios have cited WTO rules as justification for the filing of lawsuits against China's monopoly. In April 2007, the trade representative of the United States allied with the Motion Picture Association of America (MPAA) and two other professional associations to file a WTO lawsuit against China's strict government limits on imports of foreign movies and other media. The American side argued that, by imposing more restrictive conditions on foreign companies, China was engaging in discriminatory practices and that China's state-owned enterprises and large joint ventures constituted a monopoly in film import and distribution. After nearly three years of hearings and appeals, on January 21, 2010, the WTO ruled that China had violated international trade rules and needed to end the government's monopoly on the distribution of imported books, movies and films by March 19. China responded that it disagreed with the ruling but was willing to comply. The __________________ lawsuit was considered a major victory by the US side. New MPAA chief executive Christopher J. Dodd had made the opening of doors in China one of his top priorities and had been championing a lobby for increasing the annual quota of 20 foreign imports. 46 Meanwhile, the Chinese side was highly concerned about Hollywood's aggressive stance. The deputy director of the Film Administrative Bureau, Mao Yu, said at the 2010 Beijing Film Work Conference that once the quota of 20 imports was increased and more Hollywood movies flowed into China, Hollywood would net 60 to 70 percent of the revenue earned from the Chinese market, instead of the 13 to 15 percent under the current revenue-sharing agreement. The consequences would be considerably reduced returns for China's film sector and a negative impact on the further development of the domestic film industry.
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Transnational capital saw new opportunities in China and started coming back. Since 2011, the Canadian-based big-screen theatre chain IMAX Corp., Los Angeles-based Legendary Pictures, and DreamWorks Animation all have established joint ventures with their Chinese partners. 48 Warner Bros., despite pulling out of China in 2006, also sought to come back. In June 2011, Warner Bros. Entertainment announced plans to offer its movies via pay-per-view on Chinese cable TV. It expects about 3 million Chinese households to have access to its recently released films and old titles. Ultimately, the company aims to reach 200 million homes. Jim Wuthrich, president of international home video for Warner Bros.' Home Entertainment, has said that "the opportunity of China is just too irresistible to most companies and particularly Warner Bros."
49 It seems global companies have never ceased testing China's waters. However, they have all been subject to the Chinese government's up-to-now strict restrictions.
A careful investigation of the foreign investment in China's film production, based on statistics from the China Film Yearbook from 2004 to 2011, indicates that films co-funded by foreign capital merely constituted a very small portion of the total film output, and the portion was relatively stable throughout an eight-year period from 2003 to 2010 before the WTO lawsuit. The table and the figure below indicate that China maintained tight control over foreign ownership in the domestic film industry.
In the meantime, China is also pursuing a more active stance in seeking 50 Meanwhile, the state has launched a large-scale transformation of state-owned film studios and the film distribution system by drawing on the Hollywood experience, but for the purpose of countering Hollywood hegemony.
The Introduction of the Theatre Chain System and the Creation of a National Film Market
The formation of China's Theatre Chain System has been a governmentsponsored, top-down process combining both market forces and heavy governmental interventions. On multiple occasions China's film administration officials have used the phrase "going to sea by borrowing a boat" (jie chuan chu hai) to refer to their strategies of making use of global production and distribution networks to achieve China's goals. The state functions as a market creator and industry regulator, and it has negotiated much operating space for its domestic film production. 
__________________
As mentioned earlier, after 1949 China's film sector copied the Soviet Union's model of state-owned film studios and a vertical, multi-layered distribution/exhibition system characterized by a multitude of administrative and regional barriers. This model increasingly conflicted with the nation's intensified marketization reform. While the government took a pragmatic stance to import Hollywood blockbusters, the structural overhaul of the film sector also began around the mid-1990s. The state aimed to establish a unified national film market that served as a radical breakthrough in abolishing regional and administrative barriers.
This radical breakthrough was the introduction of the theatre chain system in mainland China. This system, of course, was an important part of Hollywood's studio system, originally created by Adolph Zukor, the head of Paramount between 1915 and the 1930s. Under this system, a film producer aligns with a number of theatres to arrange film exhibitions and to share The second stage of the experiment was the restructuring of film distribution companies and the creation of competitive theatre chains in Sichuan, Jiangsu, Zhejiang and Fujian. By 1998, major theatre chains had been established in each of these provinces, thus providing valuable experience for launching similar reforms nationwide.
The third stage was to launch cross-provincial theatre chains. For example, in April 2001 a Northeast China Theater Chain was established, comprising 70 distribution companies in three provinces. In inland China, the Hebei Zhonglian Theater Chain Company Limited was formed, combining seven distribution companies, one film studio, and 17 exhibition units in Hebei, Shanxi and Inner Mongolia provinces.
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In order to better learn from Hollywood's business model, between September and October of 1997, the Film Bureau under the SARFT organized a trip to the United States and Singapore for a delegation of theatre managers. The delegation visited film companies like Warner Bros., Sony-Columbia, Disney and Universal Studios, as well as five multipurpose theatres. 54 In addition, the Film Bureau sponsored a number of lectures and seminars aimed at educating film professionals about the theatre chain system.
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With the formidable challenge that China faced after joining the WTO, the prolonged crisis in the film sector, and the speedy reform of cultural __________________ industries in the twenty-first century, the theatre chain system was formally and forcefully implemented by the state at the end of 2001. In June 2000 and December 2001, the SARFT and the Ministry of Culture jointly issued two documents, 320 and 1519, to accelerate the establishment of film groups and the implementation of the theatre chain system, respectively. 56 In addition to requiring the establishment of a second shareholding distribution company at the national level, Huaxia Film Distribution Company, Document 1519 sought to break the monopoly of the CFEIC by mandating the establishment of two or more theatre chains within provinces as well as theatre chains that operate between provinces. Regions that had not established theatre chains by June 1, 2002 would be unable to obtain any revenue-sharing film imports. In addition, before October 1, 2002, the regions of Beijing, Shanghai, Jiangsu, Zhejiang, Hubei, Hunan, Guangdong and Sichuan had to take the lead in setting up two theatre chains; otherwise, these regions would likewise be denied any revenue-sharing film imports. The film Bureau declared that "no time can be wasted in implementing theatre chain system as a breakthrough of market reform. We must fight bloodily for a path."
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In its very nature, the establishment of the theatre chain system in China is a government-sponsored, mandated and forcefully implemented measure, which leads to an odd marriage between governmental power and market forces. The Film Bureau has claimed that the theatre chain system is an inevitable choice for China's film market reform. The theatre chain system is a complete rejection of the multilayered distribution model under the planned economic system. However, because of the heavy and direct government intervention, the formation of various Chinese-style theatre chains did not emerge naturally out of real market competition, as the Hollywood studios and Hong Kong's Shaw Brothers did, but rather by governmental action. The Chinese-style theatre chain system, therefore, has weak market contribution but strong government intervention. This has resulted in new monopolies and the unfair distribution of resources between private companies and state-owned distribution companies-turned theatre chains. Nonetheless, the theatre chain system maximally explored the market potential and quickly gained the momentum. In 2003, the first year that the theatre chain system was mandatorily established, only two theatre chains had annual box office receipts of more than 100 million yuan. By 2010, 20 or 57 percent of registered theatre chains boasted annual box office receipts of more than 100 million yuan, including large-scale film exhibition groups 
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The flourishing theatre chain system also created a huge demand for additional films. The limited Hollywood imports became the major supply source and a site of competition among theatres. Accordingly, the next area for the state to take action was in the production sector. The task facing the state was to revitalize state-owned studios and bring in private capital, in order to further exploit its vertically integrated power.
Revitalization of State-Owned Studios as Negotiation of Space
With Document 320, which was promulgated in June 2000, the state for the first time proposed to use the shareholding system to transform state-owned studios into large-scale film groups. 59 The main thrust of the document was the expedition of the establishment of major conglomerates with former state-owned studios as their cores. The film conglomerates would use vertical integration to link production, distribution and exhibition. The document also clearly retained the CCP's control over conglomerates and stipulated that Party secretaries of state-owned and state-controlled shareholding conglomerates should sit on the board of directors or act as legal representatives, which reflects the dual status of state-owned studios as both representatives of state interests and as market profit-makers. Document 320 marks the wholesale conglomeration reform of the film sector. During conferences held in January and March of 2001, the SARFT first required the establishment of three major film groups to influence the north, east and northeast of China with the former Beijing Film Studio, Shanghai Film Studio and Changchun Film Studio serving as their cores. Then another three film groups were to follow, based in Guangdong, Sichuan and Shan'xi Provinces, reaching central, southwest and northwest China. The SARFT issued a series of documents to guide the transformation and adopted a mixed approach of mandatory orders, lay-offs and state compensation. The transformation included enterprise license registration, personnel and payroll changes, and structural changes to the studios. Among these, personnel and payroll changes exacted the highest human toll on state-owned studios' path to marketization. Thousands of former employees of state-owned studios were removed from their positions and lived with meager compensation.
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Following these personnel changes, an institutional restructuring was underway. Almost all state-controlled conglomerates were restructured, employing a vertical integration model combining production, distribution and exhibition while diversifying their production lines by adding digital productions, co-productions and post-production and processing. Take China Film Group Corporation as an example: in 2004 it launched a wholesale shareholding system transformation and built an industrial linkage that ranged from production, distribution and exhibition to post-production printing and processing. Currently China Film Group holds 15 solely funded companies, holds shares in 30 additional companies, and owns one premium movie channel, a total of 2.8 billion yuan in assets. To enhance its vertical integration power, China Film Group has established seven theatre chains through either share control or share holding. Among them, the Xingmei Theater Chain has 107 member theatres covering 23 provinces and consistently ranks among the top three nationwide in terms of box office revenue. In 2007, China Film Group increased its share in Xingmei from 40 percent to 60 percent and seized absolute control of Xingmei. All together, China Film Group Corporation's theatre chain holds over 40 percent of the national market share with 438 participating cinemas, and its box office revenue accounts for half of the box office receipts nationwide.
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As such, the state hopes to maintain the leadership of state-controlled conglomerates by exploiting the full potential of vertical integration power. Consequently, both the market and global capital empower the state.
Conclusion: Who Wins and What is the Role of the State?
The Chinese state's changing cultural policy and multiple roles suggest its accommodating and adaptive capacity for ruling. In its governance of the cultural industries, the Chinese state demonstrates its flexibility in incorporating both market forces and global capital into the film infrastructure and state mechanism. It also displays its ability to integrate Party ideology and the leadership of state-owned groups with private and 
